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Question 1 


You are a recent graduate of UNE working at a small accounting firm in Armidale, NSW. Mr 
Archer Andrews comes to see you for assistance in completing his 2017-18 income tax 
return. In particular, Archer would like you to provide advice on his assessable income. He 
provides you with the following information: 


e Archer works as a personal assistant to local businessman, Mr Hiram Lodge. During 
the 2017-18 income year Archer earned a salary of $95,000; 

e At Christmas time 2017, Mr Lodge gave Archer a $10,000 bonus because the 
business had exceeded its yearly targets. This was not recorded on the payment 
summary; 

e Archer sings in a band, The Archies. They perform at the Armidale RSL on the third 
Friday of every month. Archer gets cash-in-hand of $250 for every performance. The 
Archies hope to get a record deal one day; 

e To help promote The Archies, the local radio station plays some of The Archies music 
during regular time-slots. The band receives money every time their songs are played, 
but it’s not much because The Archies are still trying to break into the industry. Over 
the course of the year, Archer received a total of $120, which Archer basically 
considered “a bit of extra cash for beers at the pub”; 

e In March 2018, Archer sold an investment property that he owned, at 12 Riverdale St, 
Armidale, for $400,000. Archer acquired the house in November 2015 for $245,000. 
He incurred advertising costs of $3,000. During the period of ownership Archer paid 
$2,000 of interest. Archer has never lived in the property; and 

e In June 2018, Archer sold his 1926 Model T Ford for $25,000. Archer purchased the 
car in October 1995 for $19,500. He has spent $2,000 on parts to restore it to its 
current condition. 


With reference to legal authority, advise Archer on his assessable income for the 
2017-18 income year. 


Question 2 


Mr Hiram Lodge is the trustee of the Lodge Family Trust. The Lodge Family Trust has the 
following beneficiaries: 


e Mr Hiram Lodge, an Australian resident, 54 years of age, a 30% income beneficiary; 

e Mrs Hermione Lodge, Hiram’s wife, an Australian resident, 39 years of age, a 30% 
income beneficiary; 

e The daughter of Hiram and Hermione, Miss Veronica Lodge, an English resident, 19 
years of age, a 100% capital beneficiary, and 30% income beneficiary; and 

e The niece of Hiram and Hermione, Miss Harper Lodge, an Australian resident, 7 years 
of age, a 10% income beneficiary. 


The Lodge Family Trust derived sales income from logging pine trees in the nearby forest 
during the 2017-18 income year. The profit was $300,000. The Lodge Family Trust also sold 
part of their factory for a capital gain of $50,000. 


With reference to legal authority, advise Hiram on the taxation consequences of the 
distributions from the Lodge Family Trust for the 2017-18 income year. 
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Question 3 


You are a recent graduate of UNE working at a small accounting firm in Armidale, NSW. 
Miss Betty Cooper comes to see you for assistance in completing her 2017-18 income tax 
return. In particular, Betty would like you to advise her on the deductions she is able to claim. 
She provides you with the following information: 


e Betty also recently graduated from UNE and has been attending a lot of interview for 
graduate employment. She purchased two new outfits for these interviews in 
December 2017, totaling $350; 

e Betty and her boyfriend, Jughead Jones, fell in with the wrong crowd lately. They 
started distilling and selling alcohol ‘Serpent Scotch’. Betty intends to include the 
sales in her assessable income and was intending to also deduct her expenses, 
which came to $5,000. You remember that distilling alcohol without a license in New 
South Wales is an offence that can be prosecuted on indictment; 

e In January 2018, Betty made a donation of $2,000 to Mr Fred Andrews who was 
running for Federal Parliament in a by-election. The standing local member had to 
resign after it was discovered she was a dual-resident; 

e Whilst Betty was finishing her studies, she worked at the local café, Pops. She had to 
wear a candy-stripe uniform that she washed herself. Betty estimates that she spent 
$150 washing her uniform over the year, based on diary records; 

e On 1 April 2018, Betty lands her dream job as a junior journalist at the local Armidale 
newspaper. She purchased a new laptop computer for $3,000, which she estimates 
will last her two years. Betty uses the computer for private use 25% of the time. You 
remember that the Commissioner’s estimated life for laptop computers is three years; 
and 

e Betty often drives to the scene of news story to conduct her interviews. When this 
occurs at the start of or the end of her work day, Betty will use her private vehicle and 
do the interview on the way to work or on the way to home. She has kept a log book 
and knows that she has travelled 120 kilometres for work between April and June 
2018. 


With reference to legal authority, advise Betty on the deductions she can claim in the 
2017-18 income year. 


Question 4 


Miss Josie McCoy is the front woman for a popular Australian band, The Pussycats. The 
band is operated as an equal partnership between Josie, and the other band members, 
Valerie and Melody. Josie comes to see you for some help in completing the partnership’s 
income tax return for the 2017-18 income year. She provides you with the band’s accounts: 


Income ($) 

Fees from gigs 600,000 
Capital gain from sale of shares acquired in | 12,000 

Dec 2017 

Expenses ($) 

Salary to Josie 85,000 
Interest on capital to Valerie and Melody 25,000 (each) 
Interest on loan from AMX Bank 15,000 


With reference to legal authority, calculate the assessable income of the partnership 
and each partner’s share of that partnership income, for the 2017-18 income year. 
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Question 5 


Miss Cheryl Blossom sets up a make-up business, Blossoming Beauty, on 1 July 2017. On 
this date, Cheryl purchased the following items for her business from a third party vendor: 


Product Quantity Unit price ($) each 
Lipstick (R U Red-dy) 20 8.00 
Lipstick (Tickled Pink) 20 8.00 
Blush (Peachy Keen) 10 12.00 
Blush (Moulin Rouge) 0 12.00 
Bronzer (Life is Golden) 10 14.00 
Mascara (Black as my Soul) 15 10.00 
Foundation (various shades) 50 20.00 


Cheryl also wanted to help out her friend Heather, who has started selling tanning products. 
She purchases 10 spray on tan bottles, ‘So Much for the Afterglow’ from Heather for $15.00 
each. The current wholesale price for Heather’s tanning products is $13.00 each. 


At Christmas time 2017, Cheryl decided to take a few of her products home, so she could 
use them in preparing herself for the annual Armidale Christmas Ball. She takes one 
foundation (unit cost of $20.00) and one lipstick (unit cost of $8.00). 


At 30 June 2018, Cheryl has the following stock on-hand: 


Product Quantity Unit price ($) each 
Lipstick (R U Red-dy) 19 8.00 

Lipstick (Tickled Pink) 4 8.00 

Blush (Peachy Keen) 12 12.00 

Blush (Moulin Rouge) 8 12.00 
Bronzer (Life is Golden) 14 14.00 
Mascara (Black as my Soul) 16 10.00 
Foundation (various shades) 46 20.00 
Tanning bottle (So much for the Afterglow) 3 15.00 (valued at 13.00) 


She also tells you that the Tickled Pink lipstick colour is out-of-fashion and the stock is 
obsolete. She plans to put the lipstick in the ‘bargain bin’ and try to sell them at $5.00 each 
next week. She normally has a 50% markup on lipsticks, so she thinks the value should now 
be $2.50. 


With reference to legal authority, advise Cheryl of the taxation consequences for her 
trading stock in the 2017-18 income year, based on the information she has provided. 
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